REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE KAMIESBERG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Kamiesberg Local 
Municipality, which comprise the statement of financial position as at 30 June 201 1 , and 
the statement of financial performance, statement of changes in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting policies 
and other explanatory information, as set out on pages |i to ... 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa. 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2010 (Act No. 1 of 2010 as amended) 
(DoRA), and for such internal control as management determines necessary to enable 
the preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of South Africa, 1 996 (Act No. 1 08 of 

1 996), and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA), my responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the International Standards on Auditing and 
General Notice 1111 of 2070 issued in Government Gazette 33672 of 15 December 
2010. Because of the matters described in the basis for disclaimer of opinion 
paragraphs, I was unable to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. 


Basis for disclaimer of opinion 
Property, plant and equipment 

3. I was unable to confirm the completeness, rights, existence and valuation of fixed 

assets amounting to R363 041 824 (2010: R363 494 541 ), as disclosed in note 6 to the 
financial statements, due to the following: 

« We could not physically verify the existence of land, buildings and infrastructure, as 
no proof of ownership and control could be provided for audit purposes. Furthermore, 
the municipality could not provide sufficient appropriate audit evidence to support the 
fair value estimation of fixed assets amounting to R398 735 087 (201 0; 

R361 440 466). 

« SA Standards of GRAP, GRAP 17, Property, plant and equipment requires that 
subsequent to initial recognition at fair value, an item of property should be carried at 
fair value at the date of the revaluation less any subsequent accumulated 
depreciation and subsequent accumulated impairment losses. As indicated in note 6 
to the financial statements, buildings were not depreciated during the current and 
preceding financial year contrary to the accounting policy of the municipality, 
e included in property, plant and equipment are properties amounting to R2 906 710 
which should be classified as investment properties, 
e The completeness of infrastructure assets could not be physically verified, as the 
locations of these assets could not be determined. Consequently, I did not obtain all 



the information and explanations 1 considered necessary to satisfy myself as to the 
completeness of infrastructure assets. 

4. The SA Standard of GRAP, GRAP 17, Property, Plant and Equipment states that 
subsequent to initial recognition at cost, an Item of property, plant and equipment should 
be carried at cost less accumulated depreciation and accumulated impairment losses or 
at a re-valued amount less accumulated depreciation and accumulated impairment 
losses. Depreciation and accumulated depreciation as disclosed in note 6 to the 
financial statements were calculated: 

- using incorrect useful lives 

- using incorrect depreciation percentages 

- using inaccurate purchase dates 

- not taking residua! values into account. 

The records of the municipality did not permit the application of alternative audit 
procedures. 

investment property 

5. The completeness and classification of investment property could not be confirmed, as 
the investment property register did not include all items identified as investment 
property. Included in property, plant and equipment were properties amounting to 

R2 906 71 0 which were not disclosed as investment properties. The municipality’s 
records did not permit the application of alternative audit procedures regarding the 
completeness and classification of amounts disclosed as investment property. 
Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the completeness of investment property. 

Unspent conditional grants and receipts 

6. The completeness, existence and valuation of the unspent conditional grants and 
receipts disclosed as R7 760 270 (2010: R4 705 570) in note 1 1 to the financial 
statements could not be confirmed, due to the following: 

• The conditions for recognition of the grants relating to the Expanded Public Works 
Programme, Department of Energy, Department of Cooperative Governance, Human 
Settlements and Traditional Affairs and Municipal Infrastructure were not met; 
however, the grants received were classified as revenue, resulting in unspent 
conditional grants being understated and revenue overstated by R4 132 110. 
Furthermore, the corresponding figure of R971 748 was incorrectly carried forward to 
the year ending 30 June 201 0, with the result that the opening balance of the 
unspent conditional grants was overstated by R971 748. Consequently, the total net 
unspent conditional grant Is understated by R3 160 360 and the comparative grant 
balance is overstated by R971 748. 

Trade and other receivables from exchange transactions 

7. I was unable to obtain sufficient appropriate audit evidence as to the valuation and 
existence of trade and other receivables from exchange transactions, disclosed as 
R3 592 828 (2010: R5 829 956) in note 2 to the financial statements. The impairment 
loss provision was not recognised in accordance with South African Statement of 
Generally Accepted Accounting Practice, IAS 39 (AC 133), Financial instruments: 
Recognition and measurement, as the basis for the calculation of the impairment does 
not comply with the stipulations of IAS 39. Furthermore, included in trade receivables is 
an amount of R2 253 332 (2010: R5 869 708), the recovery of which is doubtful based 
on the past payment history and the assessment of the provision for bad debts in terms 
of the requirements of IAS 39. An Impairment loss has not been recognised for this 
amount of R2 253 332 (2010; R5 869 708). 



Trade and other payables from exchange transactions 

8. I was unable to confirm the completeness, obligations, valuation and existence of trade 
and other payables disclosed as R6 606 853 (2010: R5 993 909) in note 7 to the 
financial statements, due to the follovtring: 

® Retentions owed to contractors amounting to R828 606 {2010: R346 187) were not 
disclosed in the financial statements. 

® The municipality could not provide sufficient appropriate audit evidence for credit 
journals amounting to R635 310 and debit journals amounting to R213 687. There 
were no satisfactory alternative audit procedures that I could perform to obtain 
reasonable assurance that all journals were properly recorded. 

Cash and cash equivalents 

9. The completeness, existence, rights and valuation of cash and cash equivalents 
disclosed as R1 494 584 in note 1 to the financial statements could not be confirmed. 
The cashbook balance differs from the bank balance disclosed in the financial 
statements by an amount of R1 360 291. I was unable to determine the impact of the 
understatement on other components of the financial statements. 

Value-added tax (VAT) 

10. I was unable to confirm the completeness, rights, existence and valuation of the VAT 
receivable amounting to R806 717 (2010: R162 172) as disclosed in note 9 to the 
financial statements, as the movements in the VAT accounts could not be reconciled to 
the underlying records. The records of the municipality did not permit the application of 
alternative audit procedures. 

Finance leases 

1 1 . The completeness of finance leases of R515 893 (2010: R750 453) as disclosed in note 
13 to the financial statements could not be confirmed, as leases amounting to R219 473 
were not capitalised. The weaknesses in the system of document control did not permit 
the application of alternative procedures. 

Revenue 

12. I was unable to confirm the completeness, occurrence, classification and accuracy of 
revenue from grants received. The total grants received as per the bank statement, 
exceeded the total grants disclosed in the financial statements by R6 194 635 (2010: 
R662 1 36). Because of the nature of the municipality’s records. I was unable to confirm 
or verify by alternative means the total understatement of revenue and unspent 
conditional grants included in the financial statements. 

Expenditure 

13. The occurrence, classification and accuracy of expenditure disclosed as R38 714 108 
(201 0: R29 406 461 ) in the statement of financial performance could not be confirmed, 
due to the following: 

» Included in expenditure is an amount of R2 562 442 which relates to capital 
expenditure incurred. These costs were Incorrectly classified as expenses. 
Expenditure is therefore overstated and property, plant and equipment understated 
by this amount. 

« Operational grants received amounting to R640 000 were incorrectly offset against 
the grant expenses incurred. Expenditure and revenue are therefore understated by 
this amount. 

e Due to the limitation on the valuation and existence of infrastructure assets, the 
accuracy, completeness and occurrence of depreciation could not be verified for 
infrastructure assets amounting to R3 929 389. 



Irregular expenditure 

14. The completeness of irregular expenditure of R4 940 190 (2010: R3 715 210) as 
disclosed in note 35.3 to the financial statements could not be confirmed, as sufficient 
appropriate audit evidence could not be obtained to confirm that the municipality had 
adhered to proper supply chain management (SCM) processes. The weaknesses in the 
system of document control did not permit the application of alternative procedures. 

Cash flow statement 

15. The presentation of a cash flow statement, summarising the municipality’s operating, 
investing and financing activities does not comply with the requirements of SA Standard 
of GRAP, GRAP 2, Cash flow statements due to the following: 

» The movement in leave provisions amounting to RNil (201 0: R420 21 1 ) was not 
included in cash generated from operations; 

e The movement in other liabilities amounting to RNil (2010: R2 417 046) could not be 
verified against sufficient appropriate audit evidence; 
a interest received amounting to R1 862 678 (2010: R1 461 663) and interest paid 
amounting to R363 056 (2010: R27 418) were not separately disclosed under cash 
generated from operations in the statement of cash flows, 

• The cash flow statement was prepared according to the indirect method instead of 
the direct method; 

« I ncluded in the statement of cash flows is an amount of R1 74 574 relating to the 
repayment of long-term liabilities. We could not confirm that any repayment on the 
liabilities was made during the year. 

Disclosure 

1 6. Section 1 22(3) of the MFMA states that financial statements must be prepared in 
accordance with GRAP. The financial statements submitted were not adequately 
reviewed, resulting in the following disclosure errors identified: 

• The following errors were noted with regard to the disclosure requirements of 

IFRS 7 Financial instruments: Disclosures: 

- No interest rate sensitivity analysis was disclosed. Consequently, the 
municipality also did not disclose the carrying amounts of financial 
instruments exposed to interest rate risk and the effective interest rates 
applicable in note 45.3. 

- The amount that best represents the municipality's maximum credit exposure 
at year-end was not disclosed in note 45.1 to the financial statements. 

- No disclosure was made of the fair value of each class of financial assets and 
liabilities in a way that permitted it to be compared to the corresponding 
carrying amount in the balance sheet in note 45. Consequently, the 
municipality also did not disclose that the carrying amounts of financial assets 
and liabilities approximated their fair values. 

- The methods and significant assumptions used for determining fair values for 
the different classes of financial assets and liabilities were not disclosed. 

- No maturity analysis for financial liabilities that showed the remaining 
contractual maturities was disclosed in note 45.2 for liquidity risk. 

» The following errors were noted with regard to the disclosure requirements of 

GRAP 13, Leases 

- Reconciliation between the total of future minimum lease payments at the 
reporting date and their present value was not disclosed in note 1 3 to the 
financial statements. In addition, the municipality did not disclose the total of 
future minimum lease payments at the reporting date, and their present value, 
for each of the following periods: 



(i) not later than one year, 

(ii) later than one year and not later than five years, and 

(iii) later than five years. 

e The foilo\A/ing errors were noted with regard to the disclosure requirements of 
GRAP 3, Accounting policies, changes in accounting estimates and errors: 

- When initial application of a Standard of GRAP has an effect on the current 
period or any prior period, would have such an effect except that it is 
impracticable to determine the amount of the adjustment, or might have an 
effect on future periods, an entity shall disclose for the current period and 
each prior period presented, to the extent practicable, the amount of the 
adjustment for each financial statement line item affected. Financial 
statements of subsequent periods need not repeat these disclosures. The 
change in accounting policy as disclosed in note 34 to the financial 
statements, relates to the year ended 30 June 2009 and is therefore 
incorrectly disclosed in the current financial statements. 

® The following errors were noted vwth regard to the disclosures In note 36 to the 
financial statements: 

- The balance of PAYE and UIF as disclosed in note 36.4 is overstated by an 
amount of R734 998 (2010: R658 767). At year-end the balance payable was 
R107 993 (2010: R76 231). 

- The balance of Pension and Medical Aid deductions payable as disclosed in 
note 36.5 is overstated by R1 329 740 (R1 329 740). At 30 June 201 1 , no 
pension and medical aid deductions were payable. 

Prior year qualifications not resolved 

17. International Standards on Auditing 710 on comparatives requires the auditor to modify 
the auditor's report when the matters that gave rise to the prior period’s modification of 
the auditor's report are still unresolved. 

18. The prior year audit report pertaining to 30 June 2010 contained the following 
paragraphs that have not been restated: 

■ The statement of changes in net assets disclose a prior year adjustment 

amounting to R3 204 319. Contrary to the requirements of SA Standard of GRAP, 
GRAP 3, Accounting policies, changes in accounting estimates and errors, no 
disclosure was made in the notes to the financial statements as to the nature of 
the error, the amount of the correction for each financial statement line item 
affected, and the amount of the correction at the beginning of the earliest prior 
period presented. 

® The municipality could not provide sufficient appropriate audit evidence for 

journals amounting to R4 681 679 and R4 482 861 debited and credited included 
in accumulated funds as disclosed in the statement of changes in net assets. 
There were no satisfactory alternative audit procedures that I could perform to 
obtain reasonable assurance that all journals were properly recorded. 
Consequently, I was unable to satisfy myself as to the existence, rights and 
obligations, and valuation and allocation of the accumulated surplus, 
e As disclosed in note 1 3 to the financial statements, the corresponding figure for 
the finance lease liability was restated by R979 279 in order to address a prior 
year misstatement. The balance recalculated amounted to R577 937 resulting in 
the finance lease liability being overstated by R401 342 and the deficit and 
accumulated surplus being understated by the corresponding figure. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to 
satisfy myself as to the existence, obligation, completeness, and valuation of the 
finance lease liability corresponding figure of R979 279. Furthermore, contrary to 



the requirements of SA Standard of GRAP, GRAP 3, Accounting policies, 
changes in accounting estimates and errors, no disclosure was made in the notes 
to the financial statements as to the nature of the error, the amount of the 
correction for each financial statement line item affected, and the amount of the 
correction at the beginning of the earliest prior period presented. 

The corresponding figure for unspent conditional grants disclosed in note 1 1 to 
the financial statement was restated by R874 015 in order to address a prior year 
misstatement. No supporting documentation was available for the restatement 
Furthermore, contrary to the requirements of SA Standards of GRAP, GRAP 3, 
Accounting policies, changes in accounting estimates and emors, no disclosure 
was made in the notes to the financial statements as to the nature of the error, 
the amount of the correction for each financial statement line item affected, and 
the amount of the correction at the beginning of the earliest prior period 
presented. 


Disclaimer of opinion 

Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 


Emphasis of matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Going concern 

1 9. Without qualifying our opinion, we draw attention to note 47 in the notes to the financial 
statements, which indicates the ability of the municipality to continue as a going 
concern Is dependent on the continued financial support from government. This 
indicates a material uncertainty that may cast significant doubt on the municipality’s 
ability to continue as a going concern and therefore it may be unable to realise its 
assets and discharge its liabilities in the normal course of operations. 

Material impairment 

20. A significant provision for the impairment of receivables was created, which constituted 
74% (R13 868 251) of the total trade receivable balance of R18 766 194. 

Material underspending of conditional grants 

21 . As disclosed in note 1 1 to the financial statement, the municipality materially underspent 
the budget on conditional grants received to the amount of R7 760 270 (2010: 

R4 705 570). 

Fruitless and wasteful expenditure 

22. As disclosed in note 35.2 to the financial statements, fruitless and wasteful expenditure 
amounting to R740 434 was incurred. The reason for this was interest charged by 
suppliers due to late payment by the municipality and interest charged on late 
submissions to the South African Revenue Service (SARS). 

Irregular and unauthorised expenditure 

23. As disclosed in note 35.3 to the financial statements, irregular expenditure to the 
amount of R4 940 190 (2010: R3 715 210) and unauthorised expenditure to the amount 
of R9 672 017 (R40 284) were Incurred. 



Additional matter 

Material inconsistencies in other information included in the annual report 

24. As the 2010-11 annual report had not been received at the date of this report, a 

conclusion could not be drawn on the consistency of the financial statements and the 
audit report with other information included in the annual report. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

In accordance with the PAA and in terms of General Notice 1111 of 2010 \ssued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annual performance report as set out on pages |j| to H and material non-compliance with 
laws and regulations applicable to the municipality. 


Predetermined objectives 

Presentation of information 

25. The following criteria are relevant to the findings below: 

• Performance against predetermined objectives was not reported using the National 
Treasury guidelines. 

26. Audit findings: 

Reasons for major variances between planned and actual reported targets were 

not provided in the report on predetermined objectives (Presentation) 

• Adequate explanations for major variances between the planned and the actual 
reported targets for the following objectives (housing, roads, water, electricity and 
sanitation) were not provided, as required in terms of the relevant reporting guidance. 
In total 1 00% of the reported targets with major variances were not explained. 

Usefulness of information 

27. The following criteria are relevant to the findings below: 

• Consistency: The reported objectives, indicators and targets are not consistent with 
the approved integrated development plan. 

® Relevance: There is no clear and logical link between the objectives, outcomes, 
outputs, indicators and performance targets. 

9 Measurability: The indicators are not verifiable, and targets are not measurable and 
time bound. 

28. Audit findings: 

Reported targets are not consistent when compared with the planned targets 

(Consistency) 

e Reported performance against predetermined targets is not consistent with the 
approved integrated development plan. 

Planned indicators and targets are not relevant to the mandate and objectives of 

the municipaiity (Relevance) 

« The indicators and targets as per the integrated development plan did not relate 
directly in 100% of instances, to the municipality’s strategic goals and objectives as 
per the three-year integrated development plan. 



Planned and reported indicators are not well defined (Measurability) 

0 For the selected programmes, 21% or more of the planned and reported indicators 
were not clear, as unambiguous data definitions were not available to allow for data 
to be collected consistently. 

Planned and reported targets are not time bound (Measurability) 

® For the selected objectives (housing, roads, water, electricity, and sanitation), 100% 
of the planned and reported targets were not time-bound in specifying the time period 
or deadline for delivery. 

Reliability of information 

29. The following criteria are relevant to the findings below; 

e Validity: The reported performance did not occur and does not pertain to the 
municipality. 

» Accuracy: The amounts, numbers and other data relating to reported actual 
performance have not been recorded and reported appropriately. 

e Completeness: All actual results and events that should have been recorded have 
not been included in the reported performance information. 

34. Audit findings: 

The validity, accuracy and completeness of reported performance against targets 

could not be confirmed as no supporting source Information was provided 

(Reliability) 

• For the selected objectives the validity, accuracy and completeness of 100% of the 
reported targets could not be established, as sufficient appropriate audit evidence 
and relevant source documentation could not be provided. 


Compliance with laws and regulations 

Strategic planning and performance management 

30. The municipal council did not, within the prescribed period after the start of its elected 
term, adopt a process set out in writing to guide the planning, drafting, adoption and 
review of its Integrated development plan as required by section 28(1 ) of the Municipal 
Systems Act. 

Budgets 

31 . The municipality incurred expenditure in excess of the limits of the amounts provided for 
in the votes in the approved budget, in contravention of section 1 5 of the MFMA. 

32. Unforeseeable and unavoidable expenditure not provided for in the annual budget was 
incurred but was then not appropriated in an adjustment budget, as required by section 
29(2)(d) of the MFMA. 

33. The total unforeseen and unavoidable expenditure incurred for which no provision was 
made in the approved budget, exceeded 5% of the municipality's own revenue in 
contravention of Municipal Budget and Reporting Regulation 72. 

Annual financial statements, performance and annual report 

34. The accounting officer did not submit the annual financial statements of the municipality 
for auditing, within two months after the end of the financial year as required by section 
126(1)(a) of the MFMA. 



35. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors were not adequately corrected, which resulted 
in the financial statements receiving a disclaimer of audit opinion. 

36. The annual performance report did not contain a comparison of the performance of the 
municipality and of each external service provider with development priorities, objectives 
and performance indicators set out in its integrated development plan as required by 
section 46 of the Municipal Systems Act. 

Audit committee 

37. No audit committee was in place as required by section 166(1) of the MFMA. 

Internal audit 

38. The municipality did not have an internal audit unit in place as required by section 
165(1) of the MFMA. 

Procurement and contract management 

39. The municipality did not maintain an appropriate procurement and provisioning system 
which is fair, equitable, transparent, competitive and cost effective as required by 
section 112(1) of the MFMA. 

40. Goods and services with a transaction value of between R10 000 and R200 000 were 
procured without obtaining written price quotations from at least three different 
prospective providers as per the requirements of SCM regulation 17(a) & (c). 

41. Section 29(4) of the Municipal Supply Chain Management Regulations states that 
neither a member of a bid evaluation committee, nor an adviser or person advising the 
evaluation committee may be a member of a bid adjudication committee. However, final 
awards and recommendation of awards to the accounting officer were not always made 
by an adjudication committee which was constituted of separate members from the bid 
evaluation committee as per the requirements SCM regulation 29(4). 

42. We could not verify if persons in service of the municipality whose close family members 
may have had a private or business interest in contracts awarded by the municipality 
disclosed such interest, as required by SCM regulation 46(2)(e). 

43. We could not verify if persons in service of the municipality who had a private or 
business interest in contracts awarded by the municipality disclosed such interest, as 
required by SCM regulation 46{2)(e). 

44. Construction contracts awarded to contractors were not registered with the Construction 
Industry Development Board (CIDB) in accordance with the prescripts of the CIDB. 

Human resource management 

45. Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review, as required by sections 57(1 )(b) 
and 57(2)(a) of the Municipal Systems Act. 

46. Managers directly accountable to the municipal manager were appointed without 
approval by the council, as required by section 56(a) of the Municipal Systems Act. 

Expenditure management 

47. Money owing by the municipality was not always paid within 30 days of receiving an 
invoice or statement, as required by section 65(2)(e) of the MFMA. 

48. The accounting officer did not take reasonable steps to prevent irregular expenditure 
and fruitless and wasteful expenditure, as required by section 62(1 )(d) of the MFMA. 



49. The municipality did not recover unauthorised, Irregular or fruitless and wasteful 
expenditure from the liable person, as required by section 32(2) of the MFMA. 

50. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of expenditure control, including procedures for 
the approval, authorisation, vwthdrawal and payment of funds, as required by section 
65(2){a) of the MFMA. 

51. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which 
recognised expenditure when it was incurred, accounted for creditors of the municipality 
and accounted for payments made by the municipality, as required by section 65(2){b) 
of the MFMA. 

Conditional grants 

52. The allocation for municipal infrastructure grant (MIG) was utilised for purposes other 
than those stipulated in their respective schedules or Gazetted Division of Revenue Act 
framework in contravention of the requirements of section 15(1) of DoRA. 

Revenue management 

53. A credit control and debt collection policy was not implemented as required by section 
96(b) of the Municipal Systems Act. 

54. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which 
recognised revenue when it was earned and accounted for receipts of revenue, as 
required by section 64(2)(e) of the Municipal Finance and Management Act. 

55. Revenue received by the municipality was not always reconciled at least on a weekly 
basis, as required by section 64(2)(h) of the MFMA. 

Asset management 

56. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which 
accounted for the assets of the municipality as required by section 63(2)(a) of the MFMA. 

57. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of internal control for assets as required by 
section 63(2)(c) of the MFMA. 


INTERNAL CONTROL 

In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that resulted in 
the basis for disclaimer of opinion, the findings on the annual performance report and the 
findings on compliance with laws and regulations included in this report. 

Leadership 

58. The accounting officer did not implement effective HR management to ensure that 
adequate and sufficiently skilled resources were in place and that performance was 
monitored, as the finance department could not fill a number of vacancies for the full 
duration of the year. 

59. A number of audit findings relating to material non-compliance with the provisions of the 
MFMA and the MSA were Identified. The Instances of non-compliance occurred due to 
the fact that the mayor and the accounting officer did not exercise oversight 



responsibility over reporting and compliance with laws and regulations. A direct 
contributing factor was the suspension of the chief financial officer during the previous 
financial year resulting in the oversight functions being vacant for a greater part of 
financial period. 

60. The accounting officer did not exercise oversight responsibility regarding financial and 
performance reporting and compliance and related interna! controls. 

61 . The accounting officer did not develop and monitor the Implementation of action plans to 
address internal control deficiencies. An action plan was not implemented based on the 
2009-10 external audit findings. 

62. The accounting officer did not establish an IT governance framework that supported and 
enabled the business, delivered value and improved performance. 

Financial and performance management 

63. The accounting officer did not implement proper record keeping in a timely manner to 
ensure that complete, relevant and accurate information was accessible and available to 
support financial and performance reporting. 

64. The accounting officer did not implement controls over daily and monthly processing 
and reconciling of transactions. 

65. The different directorates within the municipality did not take collective responsibility for 
the disclosures within the financial statements, performance reporting and compliance 
with laws and regulations. The control environments related to financial and 
performance reporting did not reside within the budget and treasury office and/or the 
integrated development plan unit, but with every directorate within the municipality. 

66. The accounting officer did not design and implement formal controls over IT systems to 
ensure the reliability of the systems and the availability, accuracy and protection of 
information. 

67. The finanoial statements and other information to be included in the annual report were 
not adequately reviewed for completeness and accuracy prior to submission for 
auditing. The financial statements were subject to material corrections resulting from the 
audit, which can be attributed to the lack of a risk assessment, weaknesses in the 
design and implementation of internal control in respect of financial management and 
financial reporting, and weaknesses in the information systems. This also resulted in the 
prior year’s audit findings not being substantially addressed in certain instances. 

68. The lack of a fully-fledged asset management section within the finance directorate led 
to the inability to componentise newly acquired infrastructure assets and update asset 
registers timeously, resulting In significant calculation errors and limitations regarding 
the valuation performed on assets. 

Governance 

69. The accounting officer did not implement appropriate risk management activities to 
ensure that regular risk assessments, including consideration of IT risks and fraud 
prevention, were conducted and that a risk strategy to address the risks was developed 
and monitored. 

70. The accounting officer did not ensure that there was an adequately resourced and 
functioning internal audit unit that identified internal control deficiencies and 
recommended corrective action effectively. 

71 . The accounting officer did not ensure that the audit committee promoted accountability 
and service delivery through evaluating and monitoring responses to risks and providing 
oversight over the effectiveness of the internal control environment, including financial 



and performance reporting and compliance with laws and regulations, as no audit 
committee was established at the municipality. 



Kimberley 

22 December 2011 



AUDITOR-GEMERAL 
SOUTH AFRICA 

Aud/fing /o build public conlidence 



